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2. 	 At least two obstetricians with staffprivilegesatthehospitalwhohave 
agreedtoprovideobstetricservicestoindividualsentitledtosuchservices 
under a State Medicaid plan. In the case of a hospital located in a rural area 
(that is, an area outside of a Metropolitan Statistical Area, as defined by the 
ExecutiveOffice of ManagementandBudget),theterm"obstetrician" 
includesanyphysicianwithstaffprivileges at thehospitaltoperform 
nonemergency obstetric procedures. 

3 .  Subsection A.2 does not applytoahospital: 

a. 	 at which the inpatientsarepredominantlyindividualsunder 18 years 
of age;or 

b. which offer obstetricnonemergency services as of 
December 21, 1987. 

B. PaymentAdjustment. 

1 	 Hospitals which have a disproportionately higher level of Medicaid patients 
shall be allowed a disproportionate share payment adjustment based on the 
type of hospital and on the individual hospital's Medicaid utilization. There 
shall be two types of hospitals:(i)TypeOne,consisting of state-owned 
teaching hospitals, and (ii) Type Two, consisting of all other hospitals. The 
Medicaid utilization shallbe determined by dividing the numberof utilization 
Medicaid inpatient days by the total number of inpatient days. Each hospital 
with a Medicaid utilization of over 8% shall receive a disproportionate share 
payment adjustment. 

2. 	 For TypeOnehospitals,thedisproportionatesharepaymentadjustmentshall 
be equal to the product of (i) the hospital's Medicaid utilization in excess of 
8%, times eleven, times (ii) the lower of the prospective operating costorrate 

Two the shareceiling. For Type hospitals,disproportionate payment 

adjustmentshall be equaltotheproduct of (i)thehospital'sMedicaid 

utilization in excess of 8%, times (ii) the lower of the prospective operating 

cost rateor ceiling. 
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definitions following andThe words terms shall habe the following 
meaning unless the contest clearly indicates otherwise 

"High disproportionate share hospital" is one whose medicaidinpatient 
utilizationrate is atleast one standarddeviationabove the meaninpatlent 
utilization rate in the state or which has the largest number of Medicaid days 
of an> hospital in the Commonwealth for the previous State fiscal !ear. 

"Medicaid losses" means Medicaid allowable costs incurred during the > e a r  
less Medicaid payments net of disproportionate share payments adjustmenti. 
for sen  ices provided during the >ear. 
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(8)  Outlieradjustments. 

a.DMASshall pay to all enrolledhospitalsanoutlieradjustment in payment amounts 
for medically necessary inpatient hospital services provided on or after July 1, 1991, 
involving exceptionally high costs for individuals under one year of age. 

b. 	 DMAS shall pay todisproportionatesharehospitals (as defined in V.(7) above) an 
outlieradjustment in payment amounts for medicallynecessaryinpatient hospital 
services provided on or afterJuly 1, 1991,involvingexceptionally high costsfor 
individuals under six years of age. 

outlier calculation.C. The adjustment 

Each eligible hospital which desires to be considered for the adjustment shall 
submit a log which contains the information necessary to compute the mean 
of its Medicaid per diem operating cost of treating individuals identified in 
(8) a or babove.This log shallcontainallMedicaidclaims for such 
individuals, including, but not limited to: (i) the patient's name and Medicaid 
identification number; (ii) dates of service; (iii) the remittance date paid; (iv) 
the number of covered days; and(v) total charges for thelength of stay. Each 
hospital shall then calculatethe per diemoperatingcost(whichexcludes 
capital and education) of treating such patients by multiplying the charge for 
each patient by the Medicaid operating cost-to-charge ratio determined from 
its annual cost report. 

Each eligible hospital shallcalculatethemean of its Medicaid per diem 
operatingcostoftreatingindividualsidentified in (8) a or babove. Any 

for extensive carehospital which qualifies the neonatal provision (as 
governed by V.(6), above)shallcalculate a separate mean forthecost of 
providing extensive neonatal careto individuals identified in (8) a or b above. 

Each eligible hospital shallcalculate its thresholdforpayment ofthe 
adjustment, at a level equal to two and one-half standard deviations above the 
mean or means calculated in (8) c (ii) above. 

DMASshall pay asanoutlieradjustmenttoeacheligiblehospitalall per 
diem operating costs which exceed the applicable threshold or thresholds for 
that hospital. Pursuant to $1 of Supplement 1 to Attachment 3.1 A & B, there 
is no limit on length oftime formedicallynecessarystays for individuals 
under 
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VI. 	 In accordance with Title 42$8447.250 through 447.272 of theCodeof Federal Regulations which 
implements 9 1902(a)(13)(A) of theSocialSecurity Act. theDepartment of Medical Assistance 
Services ("DMAS") establishes payment rates for services that are reasonable and adequate to meet 
the costs that must be incurred by efficiently and economically operated facilities to provide services 
in conformity with state and federal laws, regulations, and quality and safety standards. To establish 
these rates Virginia uses the Medicare principles of cost reimbursement in determining the allowable 
costs for Virginia's prospective payment system. Allowable costs will be determined from the filing 
of a uniform cost report by participating providers. The cost reports are due not later than 90 days 
after the provider's fiscal year end. If a complete cost report is not received within 90 days after the 
end of the provider's fiscal year, the Program shall take action in accordance with its policies to assure 
that an overpayment is not being made. The cost report will be judged complete when DMAS has all 
of the following: 

1. Completed cost reportingform(s) provided by DMAS, with signed ce r t i f i ca t ion  
3&. The provider's trial balance showing adjusting journal entries; 
3 .  	 The provider's financial statements including, but not limited to, a balance sheet, a statement 

of income and expenses, a statement of retained earnings (or fund balance), a statement of 
charges in financial position, and footnotes to the financial statements; 

4. 	 Schedules which reconcile financial statements and trial balance to expenses claimed in the 
cost report; 

5 .  Home office costreport, if applicable; and 
6. 	 Suchotheranalytical information or supportingdocumentsrequested by DMAS when the 

cost reporting forms are sent to the provider. 
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V I .  Cost Report Requirements(continued) 

Although utilizingthecostapportionment and cost finding methodsof the Medicare Program, 
Virginia does not adopt the prospective payment system of the Medicare Program enacted October I ,  
1983. 

VII .  revaluation of Assets 

.-I., 	 Effective October 1, 1984, thevaluation of an asset of a hospital or long-term care facility 
which has undergone a change of ownership on or after July 18, 1985, shall be the lesser of 
the allowable acquisition cost to the owner of record as of July 18, 1983, or the acquisition 
cost to the new owner. 

B. 	 I n  thecaseof an asset not in existenceasof July 18, 1984, the valuation of an asset of a 
hospital or long-term care facilityshallbe the lesser ofthefirstowner of record, or the 
acquisition cost to the new owner 

C .  	 In  establishingappropriateallowance for depreciation,interest on capital indebtedness, and 
return on equity (if applicableprior to July 1, 1986) the base to be used for such computations 
shall be limited to A or B above 

D. 	 Costs(including legal fees,accounting and administrative costs,travelcosts, and feasibility 
studies)attributable to the negotiation or settlement of thesale or purchase of anycapital 
asset (by acquisition or merger) shall be reimbursable only to the extent that they have not 
been previously reimbursed b), medicaid 

E.  The recapture of depreciation u p  to the full valueof theasset is required. 

F .  Rental charges in sale and leaseback agreements depreciation,shall be restricted to the 
mortgage interest and (if applicable prior to july 1, 1986) return on equity based on cost of 
ownership as determined in accordance with A. and B. above. 

VIII. Refund ofoverpayments 

A.  	 Lump sum payment.Whentheproviderfilesacost report indicating thatanoverpayment has 
occurred, full refund shall be remitted with the cost report. In  cases where DMAS discovers 
anoverpayment during deskreview, field audit, or finalsettlement, DMASshall promptly 
sendthefirstdemand letter requestinga lump sum refund. Recovery shall be undertaken 
eventhough the provider disputes in whole or in part DMAS’s determination of the 
overpayment. 
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B. 	 Offset. If theprovider has been overpaidforaparticularfiscalyearandhas been underpaid 
for another fiscal year, the underpayment shall be offset against the overpayment. So long as 
the provider has an overpayment balance, anyunderpaymentsdiscovered by subsequent 
review or audit shall alsobe used to reduce the remaining amountof the overpayment. 

C. 	 paymentschedule. If theprovidercannot refund thetotalamount of theoverpayment(i) at 
the time it files a cost report indicating that an overpayment has occurred, the provider shall 
request an extendedrepaymentscheduleatthetimeof filing, or (ii) within 30 daysafter 
receivingtheDMASdemandletter,theprovidershallpromptlyrequestanextended 
repayment schedule. 

DMAS may establish a repayment schedule of up to 12 months to recover all or part of an 

overpayment or, if a provider demonstrates that repayment within a 12-month period would 

createseverefinancial hardship, theDirector oftheDepartmentof MedicalAssistance 

Services (the "director") may approve a repayment schedule of up36tomonths. 


A provider shall have no more than one extended repayment schedule in place at one time. If 

an audit later uncovers an additional overpayment, the fu l l  amount shall be repaid within 30 

daysunlesstheprovidersubmitsfurtherdocumentationsupportingamodificationtothe 

existing extended repayment scheduleto include the additional amount. 


If, during the time an extended repayment schedule is in effect, the provider withdraws from 

the Program or fails to file a cost report in a timely manner, the outstanding balance shall 

become immediately due and payable. 


When a repayment schedule is used to recover only part of an overpayment, the remaining 

amount shall be recovered by the reduction of interim payments to the provider or by lump 

sum payments. 


D. on r e a m . In the an repayment therequestextended schedule, 
provider shall document the need for an extended (beyond 30 days) repayment and submit a 
written proposal scheduling the dates and amounts of repayments. If Dh4AS approves the 
schedule,DMASshallsendtheproviderwrittennotification of the approvedrepayment 
schedule, which shall be effective retroactive to the date the provider submitted the proposal. 
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E. 	 interestchargeonextended r e m .  Once an initial determinationofoverpayment has 
been made, DMAS shall undertake f u l l  recoveryof such overpaymentwhether or not the 
provider disputes, in whole or in part, the initial determination of overpayment. If an appeal 
follows, interest shall be waived duringthe period ofadministrativeappealof an initial 
determination of overpayment. 

Interest charges on the unpaid balance of any overpayment shall accrue pursuantto 932.1-3 13 
of the Code of Vi- from the date the director's determination becomesfinal. 

The director's determination shall be deemed to be final on (i) the due date of any costreport 
filed by the provider indicating that an overpayment has occurred, or (ii) the issue date of any 
notice of overpayment, issued by DMAS, if the provider does not file an appeal, or (iii) the 
issue dateof any administrativedecision issued by DMASafter an informalfactfinding 
conference, if the provider does not file an appeal, or (iv) the issue date of any administrative 
decision signed by the director, regardless of whether a judicial appeal follows. In any event, 
interest shall be waived if the overpayment is completely liquidated within 30 days of the date 
ofthefinaldetermination. In cases in which adeterminationofoverpaymenthas been 
judicially reversed, the provider shall be reimbursed that portion of the payment to which it is 
entitled, plus any applicable interest which the provider paid to DMAS. 

IX. Effective have MedicareOctober 1, 1986, hospitals that obtained certification as inpatient 
rehabilitation hospitals or rehabilitation units in acute care hospitals, which are exempted from the 
MedicareProspective Payment System (DRG),shall be reimbursed in accordance with thecurrent 
Medicaid Prospective Payment System as described in the preceding section I,  II, 111. IV, V, VI, VII, 
VI11 and excluding V.(6). Additionally, rehabilitation hospitals and rehabilitation units of acute care 
hospitals which areexempt from theMedicareProspectivePaymentSystem will be required to 
maintain separatecostaccountingrecords,andtofileseparatecostreportsannuallyutilizingthe 
applicableMedicarecostreportingforms(HCFA2552series)andtheMedicaidforms(MAP-783 
series). 

A new facility shall have an interim rate determined using a pro forma cost report or detailed budget 
prepared by the provider and accepted by the DMAS, which represents its anticipated allowable cost 
for the first cost reportingperiod of participation. For the first cost reporting period, the provider will 
be held to the lesser of its actual operating cost or its peer group ceiling. Subsequent rates will be 
determined in accordance with thecurrentMedicaidProspectivePaymentSystem as noted in the 
preceding paragraph ofIX. 
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